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• Providing inexpensive health care is a complex challenge in the U.S. and worldwide.
• "Disruptive innovation" transformed the auto and computer industries, making their products affordable to the masses. Now, it has the power to overhaul health care, too.
• A disruptive innovation leads an industry in an entirely new direction.
• Initially, a disruptive product is not as good as existing products, but is good enough for many users and much more economical, and it improves over time.
• Disruption will come through new business models, technologies and value networks.
• Attention to business models is the first indispensable step to health care reform. The field needs a more economical business model that still achieves high quality.
• New business models where doctors delegate routine work to lesser-paid technicians have the potential to create savings for the entire industry.
• Technology-based "precision medicine" must replace "intuitive medicine," which relies on a physician's experience and ability to recognize patterns of symptoms.
Abstract

Health Care Crisis
Health care has more than doubled as a share of America's gross domestic product (GDP), rising from 7% in 1970 to 16% in 2007. Spending on health care has outstripped increases in overall spending by almost three percentage points. Health care is unaffordable to many Americans. Medicare expenses may overwhelm the federal budget in two decades. American businesses are losing competitive ground globally because they must shoulder health care costs. If municipal governments had to report their health care liabilities, their financial statements would clearly show them to be underwater. This is not simply an American problem. Other countries, such as Canada and the U.K., are facing healthcost related budget crises. Developing countries are in even worse shape.
In America, "fee-for-service reimbursement" is a fundamental driver of the health care cost predicament. Health care providers get paid when they supply products and services. In this scenario, suppliers drive demand. Approximately half of health care spending is a result of supply push, not demand pull. Most approaches to reform focus on improving parts of today's system, but very few individuals or organizations have the authority to overhaul any of its elements. The way forward is not to help hospitals do a better job of being what they are, but to change what they are.
Precedents
The problems in health care have precedents in other industries. Telephones, cameras, planes, cars, investment management and college tuition were all once costly luxuries In the computer industry, for example, the know-how to design and operate mainframe computers was rare and costly in 1970. The manufacturing and marketing overhead burden was so great that companies required fat gross margins -on the order of 60% -just to stay in business. Then new technology -the microprocessor -made cheap personal computers possible. However, without the right business model, the technology might not have made any headway. Digital Equipment Corporation (DEC) tried to use its existing business model as a vehicle for personal computers, but its approach was uneconomical for products costing less than $50,000. IBM pioneered a new business model in Florida, geographically and commercially remote from its pre-existing operations, allowing it to run with "low margins, low overhead costs and high unit volumes." IBM succeeded where DEC failed. A new value network emerged to provide the infrastructure that the personal computing industry needed. It replaced the old computer industry's supply chains and distribution networks.
Disruptive Innovation in Health Care
Can something similar happen in health care? Most assuredly. The health care industry is amenable to disruptive innovation because the technologies, business models and potential value networks capable of driving that innovation are already in place.
Old-fashioned medicine relied on the intuition of costly specialists who had extensive training and lengthy experience, enabling them to recognize patterns and intuitively arrive at diagnoses. However, new technologies now make it possible to pinpoint the causes of a disease through imaging, molecular biology and other diagnostic approaches, thus replacing "intuitive medicine" with "precision medicine." In the past, treating diseases was a more profitable business for pharmaceutical companies and health care providers than diagnosing them. In the future, that could very well change. Diagnostics probably will come to the fore.
Some of the new machinery that enables high-quality, low-cost health care already exists, but health care remains costly and, for many, inaccessible. incentive to hand off their routine work to less-trained, lesser-paid practitioners, because the physicians benefit financially only when they do the work themselves. But if, for example, with the help of new technology, less-costly technicians could perform much of the work that once required doctors, the system could save money with new business models that encourage such handoffs. Business models come in three varieties:
1. "Solution shops" -In this model, buyers pay for tailored solutions to one-of-akind problems. The provider adds value by supplying the intuitive, analytical and diagnostic skills of highly trained, deeply experienced experts. Top consulting firms, like Bain and Company, fit this mold and charge for their services on a piece-rate basis. Very rarely, they may agree to be paid for results instead. But, because many other factors may block success besides the accuracy of their diagnosis and the quality of their advice, fee-for-service prevails. 2. "Value-adding process businesses" -These businesses, such as car manufacturers, retailers and fast-food restaurants, use standardized processes that allow them to predict costs and prices on the basis of output, not input. They can even offer warranties and guarantees. Some health care businesses now use this model. For example, MinuteClinic displays the prices of procedures like items on a restaurant menu. Geisinger Health System charges "insurers a flat rate for elective heart bypass surgeries, effectively providing a 90-day warranty for its work." Johnson & Johnson has offered European governments a money-back guarantee on one of its drugs. 3. "Facilitated networks" -Think of eBay and other networked businesses. Members of the network provide goods and services to each other, often paying a user or membership fee. The company that operates or facilitates the network makes money. Medicine has some such networks. For instance, WebMD provides medical office administration, communication capabilities and data about medical conditions. Such networks succeed by helping customers stay well and providing professional services, while solution shops and value-added process businesses only really make money when people are unwell.
Attention to business models is and must be the first indispensable step to health care reform. One or two pioneering business models will not be enough to solve the problem. As in the computer industry, a new value network (consisting of disruptive enterprises that have to collaborate and reinforce each other) must disrupt and replace the existing network, and bring the full power of disruptive innovation to bear. Integration will be one of the most crucial elements of the solution.
The Importance of Integration
Today's fragmented health care infrastructure will need to integrate if it is to achieve the benefits of disruptive innovation. The current model of separating physicians' offices from hospitals, and hospitals from insurance, makes fee-for-service all but inevitable. If someone other than a doctor can use technology to make a diagnosis and supply a routine, standard medication or therapy, the physician suffers a loss of revenue, but the health care system saves that cost and more.
Imagine the savings that might occur if health care enterprises looked more like the American Automobile Association (AAA). Such organizations would charge members a fixed fee and, in return, provide whatever care a member required. The organizations would have an incentive to pursue economies. They would not only employ physicians and nurses, but might even train them. They would own hospitals and clinics, but could structure business models that achieve a better match of costs and revenues, while delivering quality service effectively and profitably. 
